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AT&T NONMANAGEMENT

Annual Rates of Salary Increases
Assumed in Determining SFAS 112 Downsizing Liabilities and Costs

Service Rates of Salat)'
m increases during year

Years t + .5 to t + 1.5
t
0 .1900
1 .1300
2 .0900
3 .0700
4 .0625
5 .0600
6 .0580
7 .0570
8 .0562
9 .0556

10 .0552
11 .0547
12 .0543
13 .0540
14 .0538
15 .0537
16 .0536
17 or more .0535

Source: AT&T experience 1985 - 1989
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Further Response to Issue No. 50

AT..AT BENEfIT CHANGES POST-SFAS 112

Following is a summary ofbenefit changes and/or new benefits provided since 1993 under
the three coverages used in detennining the SFAS 112 transition amount.

I. p I t ts

The Nonmanagement and Management severance pay schedules were improved, as shown
in the attached revised schedules for these categories of employees, respectively.

The duration ofmedical coverage for Management employees entitled to severance
benefits was doubled as follows:

Medical Coverage
(Moptbs)

1 year
1 to 5 years
5 or more years

o
3
6

&l!

o
6
12
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A. AT&T Nonman_gement Severance Schedules

Service Manufacturing Operations
(Years) Weeks Base Pay Weeks Base Pay

1 1 1
2 2 2
3 3 3
4 4 4
5 5 6
6 6 8
7 7 10
8 9 12
9 11 16

10 13 20
11 15 24
12 17 28
13 19 32
14 21 36
15 24 40
16 28 44
17 32 48
18 36 52
19 40 56
20 45 60
21 50 64
22 55 68
23 60 72
24 65 76
25 70 80
26 75 84"
27 80 88
28 85 92
29 90 96
30 95 100
31 100 104

32+ 104 104



B. AT&T Management Severance and Supplemental Schedules

Severance Schedule Supplemental Schedule
(Employees whose age + service

equal 45 years or more)
Service Weeks
(years) Base Pay

Combined Whole Additional
0.5 5 Years of Age Weeks
1 6 And service Base Pay
2 7
3 8 45-49 2
4 9
5 10 50 - 54 3
6 11
7 12 55 - 59 4
8 13
9 14 60+ 5
10 15
11 16
12 17
13 18
14 19
15 20
16 21
17 22
18 23
19 24
20 25
21 26
22 27
23 28
24 29
25+ 30
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Note, employees terminated with a severance benefit who sign a Termination Agreement and
Release receive an additional "Release Bonus" equal to 20% of the sum of the Post
Employment Payment and the Post-Employment Payment Supplement (if applicable).
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II. LOll Term DiybiJBy - IDcowe ReoI,ceJlgt Sepefits

The definition of "eligible pay" for determining Long Tenn Disability - Income
Replacement Benefits for management employees was changed from basic pay to also include
certain lump sum payments and differential payments which are included in the definition of
compensation under the AT&T Management Pension Plan.

III. LOM Term DisabilitY - MediAl DeIIefits

A. Nonmanagement and Management Employees

• New Mental Health and Chemical Dependency Program (Effective 1/1/96)
• 50% or 20% employee coinsurance replaced with $10 copayment per visit for

in-network service
• See attached summary (page 6 ofthis Appendix.)

• New Prescription Drug Program
(Effective 1/1/95 for Management and 1/1/96 for Nonmanagement)
• 20% employee coinsurance replaced with $5 (generic)/$10 (brandname)

copayment
• New mail-order drug program
• See attached summary (page 7 ofthis Appendix)

• Changes in Dependent Classifications (Effective 1/1/96)
• Class I dependent expanded to include Sponsored children

i.e., unmarried children age 19 through 23
• New Class IT dependents will no longer receive benefits

B. Nonmanalement Employees

• Enhancements to In-Network Benefits (Effective 1/1/96)
• DeduCtibles are eliminated
• Coinsurance is discontinued; employee will pay $10 copayment per visit for most

services
• Coverage for certain preventive services has been added:

- Routine physical exams
- Immunizations
- Well-baby care
- Well-woman care

• A new $750 per individual annual out-of-pocket maximum
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• Changes to Out-of-Network Benefits (Effective 1/1/96)
• Annual deductible has been increased from $200 to $400 for an individual and

from $400 to $800 for a family
• Annual Out-Of..;Pocket maximum has been increased from $1,000 to $2,500 per

person, with a new maximum of$5,000 for a family

c. Management Employees

• New POS Option (Effective 1/1/96)
• See attached summary (pages 8 and 9 ofthis Appendix)
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New MH/CD Program at a Glance
FOR Participants of all medical
options except those enrolled in
an HMO.
EmCnVE January 1, 1996

ENROLLMENT Automatic-no
enrollment necessary.
ADMINISTRATOR This program will
be administered separately from yOur
medical coverage by Medco
Behavioral Care (MBC).

IMWtwork Out*Network

ANNUAL INDIVIDUAL DlDUCTlaE i $0 $200 per pe~on

LIfIII.ME/ANNUAL lIHIfiiII MAXIMUM No maximum No maximum

ANNUAL OUT4F-POCKET MAXIMUM $750 per person No maximum

INPATIINT MOIPtTAL BENEFITS
,. AdmIU.... CD...,....nt $0 $500

None 50% of reasonablt and customary
(R&C) charps

$0 for the first 10 days," $10 per
day for e.c:h day thereafter

Not applicable

30 days per year each for medically
necessary MH and CD treatment
(reduced by in-network days)

Not CCMtred out-of-networl<

No maximum for medically
necessary treatment

"',.

..~
ALTDNATIVI TRlATMINT FACIUnII '.•
Per AdntI••I.. CDPIIJ'IIIIt't . • $0

"'"--~-_-._--------4-No-------------------

----..--..----------.#1.7 __06 _c........ .. SO for the first 10 cseYs,' $10 per
dey for each day thereafter

120 days per year HCh for medically
neeessary MH and CD treatment

OUTPATIENT CARE
~ None !SO" of Rae cha,.es

$0 for the first 10 visits," $10 per
visit for each visit thereafter

Not appllcll?fe

No maximum for medically
necessary treatment

60 visits per yetr e~ for me<lically
nee•••ery MH and CD treatment
(reduced by in-networl< visits)

• Tht fU"St 10 da\'s/\"isils of bolll mmtal htalth and chcmical dtpc:ndtn~' !fUlmenl pro\'idtd in-llCt"'ork each calendar year arc co\'crtd al no cost 10 ~·ou.
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New Prescription Drug Program at a Glance
FOR Participants of the POS or
Traditional Indemnity medical options.
(Does not apply to HMO participants.)
EFFECTIVE January 1, 1996

ENROLLMENT Automatic-no
enrollment necessary.
ADMINISTRATOR This program will
be administered separately from your
medical coverage by Medca
Containment Services.

, .' ~ lit I ~)iI;\ ~ r .,. ,
{" . "',,' ~.~

. M N'I , N ! • "'.';iI, H M A It•• I

:' :tl-h ......

N Ai· ~J ~ It • ;;. M 'j, ~.

S f. R \f H; fi\'l. .,

WMlNTOUSE When you need a prescription drug on
a short-term basis (for example, an
antibiotic for strep throat)

For prescription medications you use on
a regUlar basis (for example, medication
to reduce blood pressure)-

IUllPLY ..... MllCRIPTION
(Plus refills)

Up to a 34-day supply" Up to a 9().Qay supply

YOUR COlT PIR PRIICRIPTION-·
At .....I.IItJnI .........ll.. 55 per generic drug

$10 per brand name drug"
$8 per ..neric drug
$15 per brand name drug

20% of the prescription cost after
meeting the annual deductible
(see below)

Not applicable

No

'-yo.;.; ;N.;'L ~-_-~-.-car .1
........ IIIIIICIIPnON"'"

At '~rtIo:~:~........:u~', -1' $750 per individual $7!O per individual. - --- - ,~ (for prucrtptlona filled It community (for snscrlptjons filled It the mill

At........ ~.~ __;_~ _~-oarm_out-:-~-1XlC-:-:-tthe-
m
-
ax
-7-:-:-:_M_'c_e_)--- --~-ot-appl-7-c:-com-le_m_u_n_lty_phMnIclea__--)---

CLAIM FORM RIQUIItID? 1
AtPMIIlI............

Not epplicable$50 per individuel; $150 per family

At N............. ,..,..... ~ Yes Not applicable

_:""_'_._:_~P_-_~_·~_'"_~_:__::_._Il_I._._--_-_'-_'_'_-_~,.;;.Il_N_one No_ne _

~_:--~::~::I~·tt 'i.J

• "ben you first beIin takinI a new medication that is belna prncribed for rquIar, ionI.(crm use, ~'ou ~''''ant to inl~' fill your prescription at a
paniCipatingp~', nthcr than order a iarF quanti~' tbrough the mall smice This will safquard you apinst purchasing a 900da~' sup~' of a medIca&lon
that you~' be unable to use ifyour doctor cfwlIa the mcdicalion or the: dosqe,

.. Except for injectable insUlin. which is 1\'ailabIc: from a panicipatinl ptwmacy for a S15 copa~'l'I\c:nt (for up to a 900da~' sup~')"

- Ua prc:5Cription CostS less than your copa~'l'I\c:nt, you pay the Ic:uc:r amount

- ..\n order en,"elope must be completed ,,'hen using the mail Knice,
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TIle New POS Option: A Detailed Look

illt iIIlIi- WOfU~.t~. lII' 'Hl"lf Oi; ~flfWOR~" c

''''' ..". ""1WIed ..R~ 'l' "'" P'lC, f"" ;;_ lkICJ~... HoIlIIIrr"d b\' .". ,,, '"

ANNUAL DIDUCTIU "'

.'MGutTAL ADMillION COPAYMINT]
ANNUAl. OUToOFlIOCKa MAXIMUM ;

- - _.. - .._-- _--.--_ .._--------;)
UPITIMI MAXIMUM' ~1

• _;_; , ..• ,,",.&I'''~- .......~ . •.. ..:._............ _A

None

None

$750 per individual·

Unlimited

$400 per lndivldu8l; $800 per family

$150 per admission

$2,500 per IndlYldual;- $5.000 'per family

$1 million

'If N~ lW LR~~~ '.HH OF NlirWtHU"ij"
'. ' ....~ ... ~!:>y"'-~1 ' .. c..., ......,..",...,. .......... t" _ "el'

Not covered

80% of R&C Ifter annual deductible

SO" of R&C Ifter annual deductible

8OlJ6 of Rile after ennuII dIcWctIbte

8OlJ6 of R&e Ifter annual deductible

100% Ifter $10 copayment per visit

100% Ifter $10 copayment per visit

100% aftef $10 copeyment per- visit

100% a1ter one $10 copayment
for first visit only

100'16 after $10 copayment per visit

~
~ ------------'--------------------1

..1

M8tem1ty.

PH\'IICUN QIIIIICI VMS- . J'
DII..omc.TMA.....,.~
TNllIt.mlnt ........ or-.,,}

-----------------------------

.......... x...,
flMYIICtAN 01lIII01 VIIfTS
f1R1WNT1V1I1RV1C11.......... ...,.1........

Not covered

Not covered

Not covered1009' after $10 copayment per visit

1009' Ifter $10 copaymePlt per visit

100% Ifter $10 copayment per visit

I............

W...._.C8N
(5elf.refefral to network OB/GYN
once IY8fY calender ~II')~ ••

-------"-----tj --------------------
......,., .......... ! 100% afte, $10 copayment per visit 8~ of R&C after annuli deductible

OUIPATIINT.....
(T~& MMcH pertonned In
otIwr UWl I physIc\In'l otIIce)

'-' 100% 80% of R&C after annuli dICIuetIbIe

80% of R&C wr Innual deductible and
$liSO per admission copayment

x..,. LIlt Fa... 100% 80% of R&c after ennual CIeCNctibfe

__ ..'j£!.... .~ -1-00%-------'--------8O%--ot-R-ILC--aft-.,-enn--Ua-l-deduCtlb---Ie---

INMn8fT lIRVICa '.'
....1I1b11 ......... ($emi-prtvM.e;.~ 100%
or private If only room type IVIiIIIbte or . '.
mediCllly neceSllfY) '1-------------. ---------------..,.....----------

100% 80% of R&C after annual deductible



PaS aptiai, .... ftIW,.. forb ...Ith care
_ ...V ,I1tW01'k....,.,. the .... You II'IIIY ltill see

:-i.DOC, now wI!.be CIIted your PCP .
......."'IMn}. And, JDU a1:hoice each time you

c.-1D ID 1nMtwort< or out-of.network. '
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... of RAe.,. 8I'lftuaI deduCtIble; .
up to 30 vlsitl per year

IC* of R6C after ."... dIcIuctIb..;
up to 30 ~slts per YH"

IC* of Ra.c.,ennUi! dlduetlble; .
uP to 30 YiaItI per)'Uf'

100161fter $10~ per visit

10«* after $10~ per visit .

10C* after $10 ClOtNI)'fIWIt per visit;
up to eo vIdI per year (...,...,..., to •
networtt chirocnctor permitted) ,

10m..r $10 copeyment per visit

100ft ftf S40 eopayment per visit lOOW1 ftf~~ per visit
(weI\«l If edmltted)

,
(walved tf 8dmttted)

Paid as out-of-network ..of Me after ...... dIductIble
and S40 copeyment per visit
(WlIvecI If admitted)

100% 10016 .,
r·

100ft up to $5.000 per occurrence 10016 up to $5.000 per occurrence

100% .". of Ra.c der ennull dlductlble;
up to 60 dl)'l per year

100% 80% of RIcC efter ennual deductible;
up to 100 visits per year

100% 80% of RIeC lifter ennua' deductible;
up to 100 shifts ,per year

100% ~ of RIcC efter annual deductible;
up to 210 days

100% 80% of RIcC efter annual deductible

. lOO1tetter 110~ per visit

·.......C.,.

11Ift 'Ir1 .JI'•., of
II.., ... '111I ., .....
(WIthout PCP """')

i ..........t
l

......,...........
I AL TIVD TO INPAnlNT CARE
. c..,1lOHIty

....... cente,

. 01'IIB~ lIIMCIIa
,..."...
L (1ft.,"WlWOft( vllltI ,.qulre • PCP
t .... unleII ou.rwtII stMed)

~ '11.' ...,••...,..... TIIerapy

i·A"U.~,

1 .........•••,,..- .

01lecauK no dIiIII forms art neceSSIty in-netWOI'It. It is ~'OUI' rapontlblIi~. to IIIIintaIII a record ofallln-nmvork and~' room ~'I1Ieftt5 awk by ~'OU

and ~'OW' CO\'ftfd depcndenu. Once you radI cbe llUIual outoO/-pockft mu:lmum. requat a c:Iaim form from cbe HeIpJ.lM 10 furlher In.nmvorIc copa,'DImts
can be reimbuIwc1. Amounu that~. to cbe irHter\II'ork outoof-poc:kft maximUm do not apph.' to cbe OUI-oIofImI'ork out-of-pocket maximum and \ice versa

- Does not lndude deductibIes. copI}1IIerIU or ~' IlIIOUIU5 in excess 01 reISOIIIbk and CUllomii')' (MlC) Ilmiu.

- In the cumr.. health carr r!m't'ort. unlimilcd JrII-rrImIIs to "OW'obIa~ 1ft cOWftd. In the M\\' POS optiOn. 'YOU art SIl1I covaed for
unlimited \iliu. but ~'ou1ft only aDm.'cd one sell·rrleml per year to a ne,,'ork OBIGTh; after 1bat, you need a rrlmalfrom your PCP.

- In-ne"nr,ork \iSil5 art reduced by the number ofoutoOf·ne,,·ork visits and \ice versa. -
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UTDll.T8 01' SPAS 112 -DOtD~ comrr- I'OR ATI&T
ASStJIIIKG POS~LOYllD1'1' _PIT COST ACCRUALS
All 01' A MTQU TO II UlLIC'l'ID IX TQ emp· PI

This Appendix demonstrates that AT&T would recover

only about ten percent of its SFAS 112-related costs through

the GDP-PI (assuming, incorrectly in AT&T's view, that such

costs were of a nature to be reflected in that index). The

reason for the relatively low percentage is that layoff

rates at AT&T are disproportionately large relative to those

of the economy as a whole. By extension, that means that

only a small portion of AT&T's SFAS 112-related costs would

be recovered through increases in an economy-wide price

measure such as the GDP-PI. AT&T used layoff rates as the

basis of comparison because data on severance costs that

would be included under SFAS 112 are not available for the

u.s. economy as a whole, whereas layoff data are available.

Following are the steps that AT&T followed in

developing its estimate:

Step 1: Ca.pute Layoff Rat.. Por ATI&T ADd
'I'M U. s. 1a0llQMY b A Whol.

- The following computations are based on cumulative

data for the period January 1991 through December 1993.

AT&T used cumulative data because annual data on layoffs for

the U.S. economy as a whole are not available.

A. Layoff lat. at Af.t. AT&T data

(excluding Global Information Solutions ("GIS") formerly

NCR) show the cumulative number of persons laid off in 1991,

1992 and 1993 to be 20,640 (sum of 9,002 in 1991; 6,236 in



B. Layoff late in the V.S. Bcona.y. The

U.S. Department of Labor, Bureau of Labor Statistics, in its

publication "Worker Displacement During the Early 1990's"

(September 14, 1994, Table 4) indicated that cumulative

layoffs in 1991 through 1993 totaled 4,137,000. According

to the Bureau of Labor Statistics, nonagricultural

employment in the 1991-93 period averaged 114,755,667

(113,644,000 in 1991; 114,391,000 in 1992; and 116,232,000

in 1993) (Data obtained from the Department of Labor's

publication "Employment and Earnings," December 1994,

Table A-1, p. 16).

AT&T could not calculate a layoff rate for the

economy as a whole, consistent with that computed for AT&T,

simply by dividing cumulative layoffs in 1991-93 by average

employment in that period. This is because only a small

portion of layoffs for the economy as a whole are subject to

the accounting requirements set forth in SFAS 112. Data on

exactly what that portion is are not available; therefore,

AT&T estimated it by drawing inferences from the two studies

described below.

First, AT&T considered a study by Towers Perrin,

"Analysis of the Impact of SFAS 112 on the GNP-PI,"

October 12, 1994, which noted (at p. 5) that "less than lOt
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of Towers Perrin clients will recognize any material

liabilities under SFAS 112."

Second, AT&T considered a Government Accounting

Office (GAO) study, which indicated that only 32% of the

private sector's workforce is covered by benefits subject to

SFAS 106, the accounting rule relating to the treatment of

post-retirement health-care related liabilities of current

and retired employees ("Employee Benefits -- Extent of

Companies' Retiree Health Coverage," March 1990, p. 6). It

is likely that a far greater percentage of workers are

covered under SFAS 106 than under SFAS 112. Thus, AT&T

considers the 32% figure cited by the GAO to be an upper

bound to coverage under SFAS 112.

Combining the Towers Perrin and GAO studies, AT&T

believes that the number of laid-off workers subject to

SFAS 112 in the economy as a whole falls between 10% and

32%. AT&T conservatively placed that percentage at 25%.

Thus, the layoff "rate" for the economy as a whole, adjusted

to include only laid-off workers subject to SFAS 112, is

equal to: .25 ( 4,137,000) / 114,755,667 or 0.00901.

Step 21 Ca-par. Layoff Rat.. .or AT.T ADd
%M 1a0DC8Y AI A Dol.

Dividing the AT&T layoff rate (0.08889) by the

SFAS 112-adjusted layoff rate for the economy as a whole

(0.00901) results in a quotient of 9.86570. What this means

is that there is roughly a ten times disproportionality

between layoffs at AT&T and those in the overall economy.
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Derive The QDP-PI ~act A8 It
"late. To &T.TI. S'AS-112 Co.t.

The roughly ten-times disproportionality developed

in Step 2 above, suggests that only 10.136' of AT&T's

SFAS 112 costs are included within the GOP-PI

(100 / 9.86570) and that the balance (89.864') are not

included in the GDP-PI.

AT&T's double count estimate notwithstanding, the

fact remains that SFAS 112 is simply a change from cash to

accrual accounting. As discussed in AT&T'S Pleading

Section II, such changes do not affect the underlying

economics that drive a business, mainly its cash flow and

the value of its assets and liabilities. Because the GDP-PI

reflects only economic changes that are included in pricing

decisions, SFAS 112-related costs are not accounted for in

that index, and thus exogenous treatment even without any

offset would n2t result in any double recovery.


